
The Fort Stable Fund generated a return of -3.52% for 
the month of June 2022. We continued to maintain 
our long ETH position at a little under 10% of AUM as 
we awaited any potential fallout from the Terra/Luna 
collapse. We were able to capture about 80bp of value 
from the sale of ETH put options during the month 
as forced liquidations pushed the price of ETH under 
$900.

ETH ended the month down 47% at $1059. Our yield-
based strategies earned 0.10% for the month. DeFi 
yields continued to remain under pressure as investors 
sought the safe haven, fiat backed stablecoins such as 
USDC. Life to date the Fund has returned -3.98%. 

It didn’t take long for the contagion of the Terra/Luna 
collapse to spread across crypto markets. Total crypto 
currency market capitalisation declined $400bn in 
June, down 30% from $1,300bn at the end of May 
2022. We will give a summary of the key events which 
transpired in June. Every couple of days we heard a 
new story about an insolvency, loan liquidation, or 
fund blow-up. While not all the details are known 
at this stage, what we do know is that these events 
took place in the world of centralised finance (CeFi) 
while decentralised finance (DeFi) continued to work 
as it was designed to do. Before we begin, we should 
acknowledge that Terra/Luna  was a DeFi protocol 
but with a flawed design which was known and had 
been pointed out as far back as 2018. (We covered 
the Terra/Luna collapse in a previous research note).  

The first large crypto lender to run into difficulty and 
freeze depositors’ assets was Celsius Network LLC. 
According to the Wall Street Journal:

“Celsius Network LLC became a cryptocurrency 
lending giant on a pitch that it was less risky than a 
bank with better returns for customers. 

But investor documents show the lender carried far 
more risk than a traditional bank. 

The lender issued numerous large loans backed by little 
collateral, according to Celsius investor documents 
from 2021 reviewed by The Wall Street Journal. The 
documents show that Celsius had little cushion in 
the event of a downturn, and made investments that 
would be difficult to quickly unwind if customers 
raced to withdraw their money. Celsius didn’t respond 
to requests for comment from the Journal.

Celsius had $19 billion of assets and roughly $1 billion 
of equity as of last summer, before it raised new funds, 
according to Celsius investor documents from 2021 
reviewed by the Journal. The median assets-to-equity 
ratio for all the North American banks in the S&P 1500 
Composite index was about 9:1, or about half that of 
Celsius, according to data from FactSet. 

For banks, that ratio is of great importance: Regulators 
look at it as an indicator of risk. For unregulated 
companies like Celsius, the ratio of 19-1 is particularly 
high given that some of its assets were investments in 
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1 Month       - 3.52%*
Life to date           -3.98%* 
*Post management, performance and entry fees. 
 Past performance is not indicative of future 
performance. 
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the extremely volatile crypto sector, said Eric Budish, 
an economist at the University of Chicago’s business 
school who studies cryptocurrencies. Large banks 
often have ratios near Celsius’s, but they hold much 
more stable assets and have access to central-bank 
loans for ready cash.
“It’s just a risky structure,” Mr. Budish said of Celsius. 
“It strikes me as diversified as the same way that 
portfolios of mortgages were diversified in 2006,” 
referring to a feature of the 2008 financial crisis. “It 
was all housing—here it’s all crypto. “
The five-year-old company is now one of the highest-
profile crypto firms fighting for survival, as the sector 
is struggling amid a plunge in cryptocurrency values. 
Last week, Celsius tapped consultants to advise on 
a potential bankruptcy filing, the Journal previously 
reported. That followed the company’s June 12 
freeze on all withdrawals, citing “extreme market 
conditions.”
htt p s : // w w w.w s j . co m /a r ti c l e s / b e h i n d - t h e -
celsius-sales-pitch-was-a-crypto-firm-built-on-
risk-11656498142

In the last few years, we’ve seen the rise of so-called 
Centralized DeFi-companies that custody/manage 
crypto on behalf of investors. 

Celsius takes your money/crypto, promises you a 
fixed interest rate, and then puts it on-chain to use 
in DeFi to earn a yield. Celsius, at its peak, managed 
somewhere in the order of $10 billion dollars.

While they advertise their services like that of a bank, 
the service is almost more like a hedge fund or asset 
manager—these strategies have some risk involved 
and require active management. Celsius was (likely) 

exposed to two different events that lead to their 
insolvency:

1. As Luna collapsed, Celsius, who promised strong 
rates on stablecoins, was exposed to the collapse by 
holding (maybe up to $500m) in $UST

2. Celsius promised 6-8% in interest, with a lot of it 
likely earned from staking rewards on the Proof-of-
stake Ethereum Beacon chain. Since $ETH on the 
Ethereum Beacon chain is completely locked up, it was 
impossible for the project to liquidate. 

While it’s likely that Celsius was still solvent post 
$UST depeg, as markets were rocked, a liquid 
staking Ethereum derivative called stETH began to 
trade at more and more of a discount. While stETH 
typically trades at close to a 1-to-1 ratio, large scale 
redemptions pulled that ratio down to about .9. This 
was cyclical for Celsius (more selling lowered price), 
but also pulled down the price for others. 

 The next significant news to emerge was that 
one of the larger and most prolific crypto hedge funds, 
Three Arrows Capital (3AC) was not returning calls 
from investors and was failing to meet margin calls.

3AC was founded in 2012 by Su Zhu and Kyle Davies, 
former TradFi traders who were successful at equity 
derivative arbitrage and eventually made their way into 
crypto where they initially were successfully exploiting 
arbitrage opportunities. They were early backers of 
some successful crypto projects which gave them 
increased influence in the space. Three Arrows’ assets 
under management were estimated to be about $10 
billion in March, according to blockchain analytics firm 
Nansen. Davies told the Wall Street Journal earlier last 
month that it had roughly $3 billion in assets under 
management in April before crypto markets crashed.
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However, it appears that over time they increased 
their risk taking through large, leveraged directional 
bets. Davies said 3AC invested over $200 million in 
LUNA tokens as part of a $1 billion raise by the Luna 
Foundation Guard in February, an amount that is 
now essentially worthless since the Terra ecosystem 
imploded in mid-May. “The Terra-Luna situation 
caught us very much off guard,” Davies told the WSJ.

3AC had borrowed from many crypto lenders including 
BlockFi, Genesis, Babel Finance, and crypto broker 
Voyager digital.

BlockFi first liquidated 3AC in mid-June, saying a large 
client failed to meet obligations on an overcollateralized 
margin loan. Subsequently, BlockFi initiated layoffs 
for 20% of its employees and moved to the crypto 
exchange FTX for a USD 250 million revolving credit 
facility.

Voyager Digital secured a loan (USD 200 million and 
15,000 BTC) from Alameda Research to safeguard 
their customers’ assets in the current bear market. 
As they announced the company’s total of USD 720 
million exposure to 3AC, the share price went down by 
60%, cutting the daily withdrawal limit to USD 10,000 
from USD 25,000. Soon after, the company issued a 
notice of default to 3AC after the hedge fund failed to 
make the required payments on its loan. 

These announcements obviously caused concern 
amongst depositors on these platforms that their funds 
may be at risk. As many investors tried to withdraw 
at the same time, the platforms were unable to meet 
demand and in the case of Celsius and Voyager, they 
suspended or limited withdrawals.

According to the Financial Times on Saturday 2nd July

“Three Arrows Capital has filed for bankruptcy in the 
US, highlighting the scale and reach of the prominent 
crypto investment firm’s borrowings across the 
industry before it collapsed into liquidation this week. 
The Chapter 15 bankruptcy filing in Manhattan federal 
court late on Friday came just days after Three Arrows 
was pushed into liquidation in the British Virgin 
Islands, following claims that it failed to pay $80mn it 
owed to digital asset exchange Deribit.”

https://on.ft.com/3nADLSE

While we will have to wait some time for these 
bankruptcy proceedings to play out, it’s instructive to 
understand broadly how these CeFi lenders operated 
and then compare that with the performance of DeFi 
protocols during the month.

The CeFi lenders we able to pay depositors significantly 
higher rates of interest than what traditional banks 
pay on deposits because they could on-lend those 
funds at even higher rates of interest to crypto funds 
and trading firms. These funds and trading firms make 
money from arbitrage and market making activities 
on crypto exchanges to support paying those higher 
interest rates. However, it’s a capital-intensive business 
so being able to borrow more with less collateral is the 
only way to scale the business.  

The CeFi lenders such as Celsius rolled out innovative 
mobile Apps to make it easier for retail investors to 
deposit their money without having to manage the 
complexities of using DeFi protocols themselves.
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So as deposits quickly grew, the CeFi lenders had more 
funds to lend. And probably over time, their lending 
standards became less stringent as they needed to 
lend out the funds they were taking in.

The CeFi lenders didn’t face the same regulatory 
constraints that regulated financial institutions face. 
Their balance sheets were not open to public scrutiny. 
So, it wasn’t until the “bank run” began that it became 
apparent that some of these firms might have solvency 
issues.

If we take a look at the main DeFi protocols which 
were used by firms such as 3AC to borrow funds, we 
can get a clear idea of some of the key differences 
between CeFi and DeFi.

The key features DeFi lending has which CeFi usually 
doesn’t are transparency and rules-based lending. 
While we don’t always know who the borrowing entity 
is just by looking at a blockchain address, there are 
several blockchain analytics companies which have 
been able to associate specific addresses with known 
prominent crypto companies. 

The smart contracts used in DeFi lending and 
borrowing determine how much collateral must be 
held against a loan. And if the value of that collateral 
falls below a certain level, the collateral will be 
progressively sold to reduce the size of the loan to 
bring it back to the required threshold. Borrowers 
face significant liquidation penalties (5%+ on AAVE 
depending on the asset*) which incentivizes them to 
either top up collateral or pay down the loan before 
liquidation happens.

 https://docs.aave.com/risk/asset-risk/risk-parameters

Here are some examples of how this was playing out 
in real time around the middle of June as an Ethereum 
address believed to be associated with 3AC had to sell 
some stETH to pay down debt on AAVE to avoid being 
liquidated.

The CeFi lenders such as Celsius rolled out innovative 
mobile Apps to make it easier for retail investors to 
deposit their money without having to manage the 
complexities of using DeFi protocols themselves.
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Maker Dao, the protocol used to create the stablecoin, 
Dai, has online, real time monitors showing the health 
of all the Collateralized Debt Positions (CDPs). 

https://maker.blockanalitica.com/

This transparency doesn’t come without a cost. Open 
markets can be cruel. Market participants knew the 
levels for ETH and BTC which will force the protocols 
to have to sell indiscriminately in order to make sure its 
lenders don’t lose money. This caused a lot of volatility 
during the month and a negative cascading effect on 
prices which will take some time for asset prices to 
hopefully recover.

But thanks to conservative margin requirements 
stipulated by the major DeFi protocols (AAVE, 
Compound, Maker Dao) these major lending protocols 
survived. Withdrawals were not halted, new loans 
continued to be issued and there was no downtime.

By removing trust from the system and providing a 
high level of transparency, DeFi certainly appears to 
have performed better than many of these centralised 
lenders.

The themes that run through all of the above are 
that without regulation individuals, both nefarious 
and incompetent, will take risks that are unsound. 
There is regulation, of a sort, inside DeFi that is, code-
based rules, that were adhered to and performed 
well. The problems that the markets have faced 
emanated almost exclusively from the CeFi part of 
the ecosystem where the rules either weren’t clear, 
unenforced, or outright ignored. One of our themes 
that we have been committed to is the creation of a 
robust regulatory approach. The events of the last few 
months will no doubt speed the engagement from the 
regulators, which in the long run will be a positive, 
allowing for greater participation and more certainty. 
In the short run however, uncertainty is likely to 
remain a headwind. DeFi still has many problems to 
solve including developing more real-world lending 
use cases however June 2022 has demonstrated the 
robustness of the technology. The system worked 
without the need for expensive, lengthy litigation and 
allowed the market to clear its risk in a volatile yet 
orderly fashion.
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Disclaimer

Fort Canning Asset Management Pty Ltd (CAR) is a corporate authorised representative  of Boutique Capital Pty Ltd (BCPL) AFSL 508011, 

CAR Number 1284461. CAR is an investment manager of the fund(s) described elsewhere in this document, or in other documentation 

(Fund).

To the extent to which this document contains advice it is general advice only and has been prepared by the CAR for individuals identified 

as wholesale investors for the purposes of providing a financial product or financial service, under Section 761G or Section 761GA of the 

Corporations Act 2001 (Cth).

The information herein is presented in summary form and is therefore subject to qualification and further explanation. The information in 

this document is not intended to be relied upon as advice to investors or potential investors and has been prepared without taking into 

account personal investment objectives, financial circumstances or particular needs. Recipients of this document are advised to consult 

their own professional advisers about legal, tax, financial or other matters relevant to the suitability of this information.

The investment summarised in this document is subject to known and unknown risks, some of which are beyond the control of CAR and 

their directors, employees, advisers or agents. CAR does not guarantee any particular rate of return or the performance of the Fund, nor 

does CAR and its directors personally guarantee the repayment of capital or any particular tax treatment. Past performance is not indicative 

of future performance.

The materials contained herein represent a general summary of CAR’s current portfolio construction approach. CAR is not constrained with 

respect to any investment decision making methodologies and may vary from them materially at its sole discretion and without prior notice 

to investors. Depending on market conditions and trends , CAR may pursue other objectives or strategies considered appropriate and in 

the best interest of portfolio performance.

There are risks involved in investing in the CAR’s strategy. All investments carry some level of risk, and there is typically a direct relationship 

between risk and return. We describe what steps we take to mitigate risk (where possible) in the Fund’s Information Memorandum. It is 

important to note that despite taking such steps, the CAR cannot mitigate risk completely.

This document was prepared as a private communication to clients and is not intended for public circulation or publication or for the use 

of any third party, without the approval of CAR. Whilst this report is based on information from sources which CAR considers reliable, 

its accuracy and completeness cannot be guaranteed. Data is not necessarily audited or independently verified. Any opinions reflect 

CAR’s judgment at this date and are subject to change. CAR has no obligation to provide revised assessments in the event of changed 

circumstances. To the extent permitted by law, BCPL, CAR and their directors and employees do not accept any liability for the results of 

any actions taken or not taken on the basis of information in this report, or for any negligent misstatements, errors or omissions.

This Document is informational purposes only and is not a solicitation for units in the Fund. Application for units in the Fund can only be 

made via the Fund’s Information Memorandum and Application Form. 


